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AUDIT REPORT
Audit of procurement at the United Nations Office at Nairobi
I.

BACKGROUND

1.
The Office of Internal Oversight Services (OIOS) conducted an audit of procurement at the
United Nations Office at Nairobi.
2.
In accordance with its mandate, OIOS provides assurance and advice on the adequacy and
effectiveness of the United Nations internal control system, the primary objectives of which are to ensure
(a) efficient and effective operations; (b) accurate financial and operational reporting; (c) safeguarding of
assets; and (d) compliance with mandates, regulations and rules.
3.
The UNON Procurement Section performed procurement activities for UNON and on behalf of
the United Nations Environment Programme (UNEP), the United Nations Human Settlements
Programme (UN-Habitat), and other United Nations agencies in Nairobi. UNON provided "administrative
and other support services" to UNEP and UN-Habitat in accordance with the Secretary-General’s Bulletin
on the “Organization of UNON”. The United Nations Financial Regulations and Rules and the
Procurement Manual provide guidance for all procurement activities at UNON. According to Financial
Regulation 5.12, procurement functions include all actions necessary for the acquisition, by purchase or
lease, of property, including products and real property, and of services, including works. The following
general principles shall be given due consideration when exercising the procurement functions of the
United Nations: (a) best value for money; (b) fairness, integrity and transparency; (c) effective
international competition; and (d) the interest of the United Nations.
4.
The UNON Procurement Section, headed by a Chief Procurement Officer at the P-5 level,
comprised a total of 20 staff (5 Professional and 15 General Service). As of January 2013, the Section
was responsible for managing 87 valid contracts of which 47 were in United States Dollars valued at $59
million, and 32 contracts were in Kenyan Shillings valued at 1,500 million shillings (about $17.4 million).
Other contracts were in Euros (four contracts valued at Euro 1.45 million), British Pounds (one contract
for £17,425), New Zealand Dollars (one contract for NZD 213,920) and two contracts with zero values.
From 2011 to 2013, UNON processed 2,182 purchase orders valued at United States dollars $93 million.
5.

Comments provided by UNON, UNEP and UN-Habitat are incorporated in italics.

II.

OBJECTIVE AND SCOPE

6.
The audit was conducted to assess the adequacy and effectiveness of UNON governance, risk
management and control processes in providing reasonable assurance regarding the effective and
efficient provision of procurement services by UNON.
7.
OIOS included this assignment in the 2013 internal audit work plan due to significant financial
and operational risks related to procurement activities.
8.
The key control tested for the audit was regulatory framework. For the purpose of this audit,
OIOS defined regulatory framework as controls that provide reasonable assurance that policies and
procedures: (i) exist to guide procurement activities; (ii) are implemented consistently; and (iii) ensure the
reliability and integrity of financial and operational information. The key control was assessed for the
control objectives shown in Table 1.
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9.
OIOS conducted the audit from January to March 2014. The audit covered the period from 1
January 2011 to 31 December 2013 and included a review of the solicitation, receipt and evaluation of
bids, establishment and amendment of contracts, payments for goods and services, and vendor
performance management.
10.
The audit team conducted an activity-level risk assessment to identify and assess specific risk
exposures, and to confirm the relevance of the selected key controls in mitigating associated risks.
Through interviews, analytical reviews and tests, OIOS assessed the existence and adequacy of internal
controls and their effectiveness. OIOS reviewed compliance with the provisions of the Procurement
Manual relating to contract administration and contract management.

III.

AUDIT RESULTS

11.
The UNON governance, risk management and control processes examined were initially assessed
as unsatisfactory1 in providing reasonable assurance regarding the effective and efficient provision of
procurement services by UNON. OIOS made six recommendations to address issues identified in the
audit.
12.
The segregation of responsibilities between procurement and requisitioning entities at UNON,
UNEP and UN-Habitat were not adequately enforced, resulting in some procurement activities being
performed without complying with established procurement procedures. This was compounded by
inconsistencies between the Secretary-General’s Bulletin on the Organization of UNON, UNEP Financial
Regulations, and UN-Habitat Financial Regulations regarding the delegation of procurement authority.
This adversely impacted the achievement of the key procurement goals of the United Nations, namely:
ensuring best value for money; fairness, integrity and transparency in procurement processes; effective
international competition; and safeguarding the interest of the Organization.
13.
The initial overall rating was based on the assessment of the key control presented in Table 1
below. The final overall rating is unsatisfactory as implementation of two critical and four important
recommendations remains in progress.
Table 1: Assessment of key control
Control objectives
Business objective

Effective and
efficient provision of
procurement
services

Key control

Regulatory
framework

Efficient and
effective
operations
Unsatisfactory

1

Accurate
financial and
operational
reporting

Safeguarding
of assets

Partially
satisfactory

Partially
satisfactory

Compliance
with
mandates,
regulations
and rules
Unsatisfactory

A rating of “unsatisfactory” means that one or more critical and/or pervasive important deficiencies exist in
governance, risk management or control processes, such that reasonable assurance cannot be provided with regard to
the achievement of control and/or business objectives under review.
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A.

Regulatory framework

Delegation of authority for procurement of goods and services was unclear
14.
There were inconsistencies between the Secretary-General’s Bulletin on the “Organization of
UNON” and the Financial Rules of UNEP and UN-Habitat regarding the authority and responsibility for
procurement of goods and services relating to UNEP and UN-Habitat, as explained below:
(a)
The Secretary-General’s Bulletin states that the core functions of the UNON Division of
Administrative Services involve, inter alia, providing administrative and related support services
to UNEP, UN-Habitat and other organizations of the United Nations system in Kenya, as
applicable. The term “administrative and related support services” would normally include
procurement services. However, the delegation of procurement authority issued by the Assistant
Secretary-General for Central Support Services did not clearly state that UNON had the authority
to procure goods and services for UNEP and UN-Habitat.
(b)
According to the Financial Rules of UNEP, the Executive Director of UNEP was
responsible for procurement of goods and services for UNEP for activities financed from extrabudgetary resources. These rules were issued by the Secretary-General of the United Nations in
December 1975 and have been subject to amendments by the UNEP Governing Council. UNEP
Financial Rule 212.1 states that “When budgetary provision is made for programme support
costs or where provision is made in project budgets for equipment, supplies or services to be
supplied by the Fund, the Executive Director shall be responsible for the purchase of equipment
and supplies and the contracting of services.”
(c)
According to the Financial Rules of UN-Habitat, the Executive Director of UN-Habitat is
responsible for the administration and management of the Habitat Foundation (including the
budget) and to utilize its funds as planned and approved by the Governing Council. These
Financial Rules do not allow the Executive Director to delegate procurement authority to nonUN-Habitat staff. UN-Habitat Financial Rule 301.1 states that the Executive Director should
“delegate authority for specific aspects of these Financial Regulations and Rules to officials of the
UN-Habitat Foundation”.
15.
In response to a 2010 OIOS audit of procurement activities at UNON on this matter, the
Department of Management (DM) had stated that the Office of Central Support Services would seek legal
advice from the Office of Legal Affairs with regard to the interpretation of the Secretary-General’s
Bulletin on the “Organization of UNON” and whether this Bulletin can be considered as a basis for
including procurement actions for UNEP and UN-Habitat in the current delegation of authority to UNON.
At the time of the present audit, this recommendation was yet to be implemented. Although DM had
established a working group (including representatives of UNON, UNEP and UN-Habitat) in 2012 to
examine this matter, it was yet to be resolved.
16.
In the meantime, procurement actions in Nairobi were being undertaken as deemed appropriate
within the provisions of the Financial Rules of each organization. For example, in 2013 UNEP obtained
procurement services through the United Nations Office for Project Services (UNOPS) in Kenya by
signing agreements with UNOPS in the amount of $259,910 for procuring goods and services relating to
the construction of the UNEP pavilion for the Global South-South Development Conference held in
Nairobi. Furthermore, in 2013 UNEP signed another agreement with UNOPS for $733,746 for
procurement of geothermal equipment for projects in Kenya and Ethiopia. In addition, UNEP signed a
Small Scale Funding Agreement for $101,700 with an organization in Kenya to advise it on procurement
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matters including: identification of procurement models best suited for UNEP; developing a procurement
strategy and risk assessment for UNEP; development, in collaboration with DM, of an enterprise risk
management implementation plan for UNEP; and making recommendations on policy suggestions and
papers relative to procurement. Since there is already a previous OIOS recommendation referred to above
which is still under implementation, no additional recommendation was made on this issue.
Segregation of responsibilities between procurement and requisitioning entities should be ensured
17.
Procurement activities at UNON, UNEP and UN-Habitat were not always performed in
compliance with the United Nations Financial Regulations and Rules and the Procurement Manual.
UNON Procurement Section maintained a database of all purchase orders issued between 2011 and 2013.
In this database, the basis (Financial Rule) upon which the purchase orders were issued was recorded.
During the period 2011 to 2013, 53 purchase orders valued at $1.2 million were issued “outside
established procedures” as summarized in Table 2 below. UNON Procurement Section explained that
cases categorized as “outside established procedures” were those whose basis for award was not in
compliance with the United Nations Financial Regulations and Rules. For example, in these cases,
requisitioners directly communicated with vendors, agreed upon the details and prices of goods or
services to be delivered, and contacted UNON Procurement Section only to request the issuance of
purchase orders based on the terms and conditions already agreed to between the requisitioners and
vendors. At this stage, the procurement action was virtually completed without any involvement of
UNON Procurement Section in sourcing the goods and services or conducting competitive bidding. These
practices were not in compliance with the Procurement Manual procedures in Sections 1.1.4, 9.3.1, and
9.13.1 which, among other things, provide for segregation of responsibilities between procurement
entities and requisitioners in order to ensure competition and best value in procurement.
Table 2: Summary of purchase orders issued “outside established procurement procedures”

Requisitioning Organization

Number of
purchase orders

Value
(amounts in $)

UNEP
UN-Habitat
UNON

16
30
7

350,727
784,694
108,844

Total

53

1,244,265

18.
Table 2 above shows that UN-Habitat had the most number of violations of procurement
procedures, followed by UNEP. OIOS reviewed 13 out of the 53 purchase orders with a total value of
$635,626 and confirmed that the procedures followed did not comply with the rules, as indicated in the
UNON database. The non-compliance instances mainly related to procurement of services such as
accommodation and meals for conferences, meetings and training activities.
19.
During the audit, in response to an OIOS request for justifications, if any, for the non-compliance
with the procedures prescribed in the Procurement Manual, UNEP stated that it was still reviewing the
cases but maintained that all procurements made by UNON for UNEP against the environment fund and
associated funds were non-compliant with UNEP Financial Rules. UNEP explained that as recommended
in the 2010 OIOS audit of procurement at UNON, and in line with the opinion provided by the Office of
Legal Affairs, the UNEP Executive Director, who is designated by the UNEP Financial Rules as the sole
holder of procurement authority against UNEP funds (excluding the regular budget), delegated his
procurement authority to UNON to enable UNON to procure goods and services against these funds. This
delegation was issued by the Executive Director of UNEP in November 2011 but UNON rejected it.
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20.
UNEP subsequently stated that it had conducted at its own initiative an internal review of its
procurement activities and, on the basis of this review, launched a comprehensive capacity building,
monitoring and control programme. A new procedure for review and approval of requests of
procurement under the United Nations Financial Regulations and Rules (Financial Rules 105.16 (a) (i) to
105.16 (a) (ix)) was issued on 13 March 2013. Since then, UNEP had only three cases registered by
UNON as “outside established procedures”. UNEP also stated that the awards to a specific hotel in
Nairobi by UNON should have been made under Financial Rule 105.17 by using a system contract
already in place.
21.
UN-Habitat stated that it did not condone breach of rules and intended to strengthen its oversight
and preventive controls over exceptions in coordination and with the assistance of UNON, including
lessons learned on individual cases, training of nominated requisition and procurement focal points and
monitoring of exception cases.
22.
United Nations staff members have an obligation to comply with Financial Regulations and
Rules. Financial Rule 101.2 provides as follows: “All United Nations staff are obligated to comply with
the Financial Regulations and Rules and with administrative instructions issued in connection with those
Regulations and Rules. Any staff member who contravenes the Financial Regulations and Rules and
corresponding administrative instructions may be held personally accountable and financially liable for
his or her actions.” There was no evidence that Management in UNON, UNEP and UN-Habitat had
determined accountability for the non-compliant practices.
23.
Non-compliance with the Financial Regulations and Procurement Manual of the United Nations
could result in the organization not achieving its key procurement goals, namely: (a) best value for
money; (b) fairness, integrity and transparency; (c) effective international competition; and (d) the best
interest of the United Nations.
(1) UNON should seek guidance from the Department of Management on how best to ensure
compliance with the United Nations Financial Regulations and Rules and the Procurement
Manual concerning the inadequate segregation of responsibilities between procurement
and requisition functions at UNON, UNEP and UN-Habitat.
UNON accepted recommendation 1 and stated that the recommendation had been implemented
following correspondence with DM on the matter. Recommendation 1 remains open pending receipt
of the guidance provided by DM on how procurement and requisition functions will be segregated at
UNON, UNEP and UN-Habitat.
(2) UNON should seek guidance from the Department of Management on determining
accountability for non-compliance with United Nations Financial Regulations and Rules
during the acquisition of goods and services in UNON, UNEP and UN-Habitat between
2011 and 2013.
UNON accepted recommendation 2 and stated that the recommendation would be implemented by
31 December 2014. Recommendation 2 remains open pending receipt of evidence that UNON has
sought and received guidance from DM on determination of accountability for non-compliance with
Financial Regulations and Rules during the acquisition of goods and services in UNON, UNEP and
UN-Habitat between 2011 and 2013.
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Need for early involvement of UNON in procurement activities initiated by UNEP and UN-Habitat
24.
UNON provided "administrative and other support services" to UNEP and UN-Habitat in
accordance with the Secretary-General’s Bulletin on the “Organization of UNON”. Procurement services
were part of the administrative services that UNON provided to UNEP and UN-Habitat. There was a
Local Committee on Contracts (LCC) in Nairobi that reviewed all procurement cases above $200,000 for
UNON, UNEP and UN-Habitat. All the three organizations were represented on this Committee.
25.
In some cases, UNEP field and regional offices conducted the solicitation process and only
reverted to UNON Procurement Section for presentation of cases to the LCC to obtain recommendations
for award of contracts above $200,000 since this was above the delegated authority for the respective
offices. For example, in 2009 the UNEP Division of Technology, Industry and Economics in Paris
identified additional office space and negotiated the price with the vendor before contacting UNON and
the LCC for review of the case. The lease was for $903,614 covering a period of six years. Similarly, in
2008, the Secretariat of the Multilateral Fund for the Implementation of the Montreal Protocol entered
into a contract to lease office premises for $8 million over a 10-year period without evidence of
compliance with the provisions of the Procurement Manual. In addition, the office space for the UNEP
Regional Office of North America was negotiated by the requisitioner and only brought to the LCC at the
end for recommendation of award of contract. The contract was for a total amount of $3,239,152 for 10
years from 24 January 2008 to 24 January 2018.
26.
UNEP stated that the role of LCC is to review and make recommendation on procurement actions
above established thresholds. UNEP has, and continues to, accept and respect the mandate of the Nairobi
LCC. Therefore, procurement actions above $200,000 are submitted to LCC for review.
27.
In the situations described above, it was too late for the UNON Procurement Section to restart the
procurement process in order to provide effective service that would ensure transparency and best value
for money.
(3) UNON should liaise with UNEP and UN-Habitat to ensure early involvement of the UNON
Procurement Section in procurement processes involving amounts above the delegated
authority of $200,000 in compliance with established procurement procedures and to
ensure transparency.
UNON accepted recommendation 3 and stated that UNON will implement this recommendation in
liaison with its clients. Recommendation 3 remains open pending receipt of evidence of early
involvement of the UNON Procurement Section by UNEP and UN-Habitat for procurements over
$200,000.
Purchase orders were issued under exigency without meeting the criteria for exigency
28.
The Procurement Manual defines "exigency" as “an exceptional, compelling and emergent need,
not resulting from poor planning or management, or from concerns over the availability of funds, that will
lead to serious damage, loss or injury to property or persons, if not addressed immediately”.
29.
During the period 2011 to 2012, UNON issued 21 purchase orders valued at $225,684 under
“exigency”. In the opinion of OIOS, only nine out of 21 purchase orders issued (or 43 percent) met the
conditions for exigency as set out in the Procurement Manual. There were nine other purchase orders
valued at $160,059 that did not meet the conditions of exigency. These orders related to items such as
purchase of printing paper, refurbishment of an office and maintenance of uninterrupted power supply.
The other three purchases were less than $4,000 hence exigency provisions were not applicable.
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(4) UNON should ensure that purchase orders issued under exigency meet the Procurement
Manual conditions for exigency.
UNON accepted recommendation 4 and stated that it will put measures in place to ensure adherence
across UNON and its clients. Recommendation 4 remains open pending receipt of documentation
showing the measures put in place by UNON to ensure compliance with Procurement Manual
conditions regarding purchase of goods under exigency.
Reasons for not obtaining performance bonds needed to be documented
30.
The Procurement Manual requires that security instruments be obtained “to provide the UN with
security against expenses and losses that result from a failure by a vendor to perform its obligations”. The
Procurement Manual also states that security instruments are not required for all solicitations and
contracts and that the reasons for deciding to refrain from requiring the security must be recorded in
writing and disclosed in the source selection plan and submissions to the LCC.
31.
Only five contracts, totaling about $4.5 million, out of 35 contracts totaling about $67.4 million,
had performance bonds to safeguard the interests of the UN in case of poor performance by vendors. The
reasons for not requiring performance security for the 30 contracts, which were above $200,000 (or its
equivalent), were not documented in the procurement case files as required in the Procurement Manual.
32.
UNON Procurement Section explained that generally, performance bonds were not sought as
alternative ways were used to manage the risks of poor performance by vendors. The controls included
payments to vendors only being made upon satisfactory completion of work. UNON Procurement Section
stated that the concept of performance bonds was generally not well understood and welcomed by
vendors hence the use of alternative controls.
33.
OIOS acknowledges that the Procurement Manual does not require performance bonds in all
cases. However, the Manual requires that the reasons for not demanding the bond should be documented.
This could ensure that adequate internal controls are identified to ensure protection of United Nations
interests. The potential impact of this non-compliance with the Procurement Manual could be financial
loss in the event that vendors fail to comply with their contractual obligations.
(5) UNON should review all valid contracts to assess whether performance security issues
have been adequately addressed in line with the Procurement Manual.
UNON accepted recommendation 5 and stated that it will implement the recommendation across
UNON and its clients. Recommendation 5 remains open pending receipt of documentation showing
the results of the review to appropriately address performance security issues.
(6) UNON should ensure that its procurement staff document the reasons for not requiring
performance bonds when preparing new contracts or amending existing contracts in line
with the Procurement Manual.
UNON accepted recommendation 6 and stated that it will ensure compliance by procurement staff.
Recommendation 6 remains open pending receipt of evidence that UNON has started documenting
reasons for not requiring performance bonds for new contracts or when amending existing contracts.
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ANNEX I
STATUS OF AUDIT RECOMMENDATIONS
Audit of procurement at the United Nations Office at Nairobi (Assignment No. AA2013/211/03)

Recom.
no.
1

2

3

4

5

Recommendation
UNON should seek guidance from the Department
of Management on how best to ensure compliance
with the United Nations Financial Regulations and
Rules and the Procurement Manual concerning the
inadequate segregation of responsibilities between
procurement and requisition functions at UNON,
UNEP and UN-Habitat.
UNON should seek guidance from the Department
of Management on determining accountability for
non-compliance with United Nations Financial
Regulations and Rules during the acquisition of
goods and services in UNON, UNEP and UNHabitat between 2011 and 2013.
UNON should liaise with UNEP and UN-Habitat to
ensure early involvement of the UNON
Procurement Section in procurement processes
involving amounts above the delegated authority of
$200,000 in compliance with established
procurement procedures and to ensure transparency.
UNON should ensure that purchase orders issued
under exigency meet the Procurement Manual
conditions for exigency.
UNON should review all valid contracts to assess
whether performance security issues have been

Critical1/
Important2
Critical

C/
O3
O

Critical

O

Important

O

Important

O

Important

O

Actions needed to close recommendation

Implementation
date4

Guidance provided by the Department of
Management on how procurement and
requisition functions will be segregated at
UNON, UNEP and UN-Habitat.

Evidence that UNON has sought and received
guidance from the Department of Management
on determination of accountability for noncompliance of Financial rules during the
acquisition of goods and services in UNON,
UNEP and UN-Habitat between 2011 and 2013.
Evidence of early involvement of the UNON
Procurement Section by UNEP and UN-Habitat
for procurements over $200,000.

31 December 2014

Documentation showing the measures put in
place by UNON to ensure compliance with
Procurement Manual conditions regarding
purchase of goods under exigency.
Documentation showing the results of the
review to appropriately address performance

31 December 2014

31 December 2014

31 December 2014

1

Critical recommendations address significant and/or pervasive deficiencies or weaknesses in governance, risk management or internal control processes, such
that reasonable assurance cannot be provided regarding the achievement of control and/or business objectives under review.
2
Important recommendations address important deficiencies or weaknesses in governance, risk management or internal control processes, such that reasonable
assurance may be at risk regarding the achievement of control and/or business objectives under review.
3
C = closed, O = open
4
Date provided by UNON in response to recommendations.
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ANNEX I
STATUS OF AUDIT RECOMMENDATIONS
Audit of procurement at the United Nations Office at Nairobi (Assignment No. AA2013/211/03)

Recom.
no.

6

Recommendation
adequately addressed in line with the Procurement
Manual.
UNON should ensure that its procurement staff
documents the reasons for not requiring
performance bonds when preparing new contracts
or amending existing contracts in line with the
Procurement Manual.

Critical1/
Important2

C/
O3

Actions needed to close recommendation

Implementation
date4

security issues.
Important

O

Evidence that UNON has started documenting
reasons for not requiring performance bonds for
new contracts or when amending existing
contracts.

31 December 2014

2

APPENDIX I

Management Response

APPENDIX I
Management Response
Audit of procurement at the United Nations Office at Nairobi (Assignment No. AA2013/211/03)

Rec.
no.
1

2

3

4

1

Recommendation
UNON should seek guidance from the
Department of Management on how to ensure
compliance with the United Nations Financial
Regulations and Rules and the Procurement
Manual concerning the inadequate segregation
of responsibilities between procurement and
requisition functions at UNON, UNEP and
UN-Habitat.
UNON should seek guidance from the
Department of Management on determining
accountability for non-compliance with United
Nations Financial Regulations and Rules
during the acquisition of goods and services in
UNON, UNEP and UN-Habitat between 2011
and 2013.
UNON should liaise with UNEP and UNHabitat to ensure early involvement of the
UNON Procurement Section in procurement
processes involving amounts above the
delegated authority of $200,000 in compliance
with established procurement procedures and
to ensure transparency.
UNON should ensure that purchase orders
issued under exigency using Financial Rule
105.16 (a) (ii) meet the Procurement Manual
conditions for exigency.

Critical1/
Important2
Critical

Accepted?
(Yes/No)
Yes

Critical

Yes

UNON will implement.
Target date: 31 December 2014
Responsible officer: Director DAS

Important

Yes

UNON will implement in liaison with its clients.
Target date: 31 December 2014
Responsible officer: CPO

Important

Yes

UNON will comply by putting measures in place to ensure
adherence across UNON and its clients.
Target date: 31 December 2014
Responsible officer: CPO

Client comments3
Implemented: UNON believes that this recommendation has
been implemented. The relevant supporting documentation
has been provided to OIOS.

Critical recommendations address significant and/or pervasive deficiencies or weaknesses in governance, risk management or internal control processes, such
that reasonable assurance cannot be provided regarding the achievement of control and/or business objectives under review.
2
Important recommendations address important deficiencies or weaknesses in governance, risk management or internal control processes, such that reasonable
assurance may be at risk regarding the achievement of control and/or business objectives under review.
3
Please indicate feasibility and realistic timelines for implementation of the recommendation.
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Management Response
Audit of procurement at the United Nations Office at Nairobi (Assignment No. AA2013/211/03)

Rec.
no.
5

6

Recommendation
UNON should review all valid contracts to
assess whether performance security issues
have been adequately addressed in line with
the Procurement Manual.
UNON should ensure that its procurement staff
documents the reasons for not requiring
performance bonds when preparing new
contracts or amending existing contracts in line
with the Procurement Manual.

Critical1/
Important2
Important

Accepted?
(Yes/No)
Yes

Important

Yes

Client comments3
UNON will implement across UNON and its clients.
Target date: 31 December 2014
Responsible officer: CPO
UNON will implement by ensuring compliance by
procurement staff.
Target date: 31 December 2014
Responsible officer: CPO

